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Notice to Readers
We, as members of the AICPA staff, have developed this Audit Risk
Alert to provide you, as an auditor of organizations receiving federal
awards, with an overview of recent industry, regulatory, and professional
developments that may affect the audits you perform. This document
presents brief summaries of recently issued auditing pronouncements,
legal and regulatory provisions, and other guidance. We present those
summaries for your information only; you should not rely on them as a
substitute for a complete reading of the source material.
This publication is an Other Auditing Publication as defined in Statement on Auditing Standards (SAS) No. 95, Generally Accepted Auditing
Standards (AICPA, Professional Standards, vol. 1, AU sec. 150), as
amended. Other Auditing Publications have no authoritative status;
however, they may help the auditor understand and apply SASs.
If an auditor applies the auditing guidance included in an Other Auditing Publication, he or she should be satisfied that, in his or her judgment, it is both appropriate and relevant to the circumstances of his or
her audit. The auditing guidance in this document has been reviewed
by the AICPA Audit and Attest Standards staff and published by the
AICPA and is presumed to be appropriate. This document has not been
approved, disapproved, or otherwise acted on by a senior technical
committee of the AICPA.
Mary McKnight Foelster
Senior Manager
Professional Standards and Services
Copyright © 2003 by
American Institute of Certified Public Accountants, Inc.
New York, NY 10036-8775
All rights reserved. For information about the procedure for requesting
permission to make copies of any part of this work, please call the AICPA
Copyright Permissions Hotline at (201) 938-3245. A Permissions Request Form
for e-mailing requests is available at www.aicpa.org by clicking on the copyright
notice on any page. Otherwise, requests should be written and mailed to the
Permissions Department, AICPA, Harborside Financial Center, 201 Plaza Three,
Jersey City, NJ 07311-3881.
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Single Audits—2003
Industry Developments
This Audit Risk Alert assumes that you have some basic knowledge about single audits performed under the Single Audit Act
Amendments of 1996 (the Single Audit Act) (Public Law
[P.L.]104-156) and Office of Management and Budget (OMB)
Circular A-133, Audits of States, Local Governments, and NonProfit Organizations (Circular A-133). If it has been a while since
you have performed a single audit or you are new to the area, Appendix A, Overview of Key Components of a Single Audit, includes an overview of various key components of a single audit
that should be of use to you. You should also refer to the AICPA
Audit Guide Audits of States, Local Governments, and Not-forProfit Organizations Receiving Federal Awards (Single Audit
Guide) for more comprehensive guidance.
Things continue to percolate in the area of single audits. New independence rules issued by the U.S. General Accounting Office
(GAO) through its Government Auditing Standards (GAS—also
known as the Yellow Book—terms that are used interchangeably
in this Alert) have become effective for the first time. Further, the
GAO has recently issued a complete overhaul to Government Auditing Standards that will become effective in 2004. There have
also been several pieces of new regulation and other guidance issued during the past year that will affect your single audits. First,
the OMB revised Circular A-133 in June 2003 to, among other
things, increase the threshold for performing single audits. This
revision is not effective until fiscal years ending after December
31, 2003, and early implementation is not permitted. Second, the
2003 version of the Circular A-133 Compliance Supplement (the
Supplement) was issued in March 2003. The OMB has also issued
proposed revisions to the various OMB cost circulars. Improvements to the grants management process are also in the works because OMB recently issued several final rules and proposals to
7
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carry out that objective. Most of these grants management initiatives will affect primarily your auditees (for example, by requiring
them to identify themselves via a unique identifying number).
Audit quality continues to be an area of utmost importance. Both
the AICPA peer review and disciplinary processes continue to indicate that there are problems in the single audits they are reviewing. Federal Offices of Inspectors General (OIGs) have found
problems based on their reviews of single audit work that are consistent with those found by the AICPA. As a result, the OIGs are
working to coordinate a national statistical sample of single audit
work to be reviewed. Their objective in performing these reviews
is to be able to identify how extensive the single audit quality
problems may be. You should keep these quality concerns in
mind as you prepare for and perform your single audits this year.
For example, you should be sure that you and your staff are fully
aware of the various complex requirements for a single audit and
that all staff are current on their educational requirements. If not,
perhaps a refresher educational course or two is a good idea. Further, you should be sure that all members of the engagement
team have access to and familiarity with the many forms of single
audit guidance that are available. For example, be sure that your
team has the most current Single Audit Guide, Yellow Book, and
the Supplement. You should also consider asking key staff members to read this Alert before performing their single audits.
The following sections of this Alert cover many of these items in
more detail.

Regulatory, Legislative, and Other Developments
OMB Raises Single Audit Threshold and Revises Other
Sections of Circular A-133

In the June 27, 2003, Federal Register (68 FR 38401) the OMB
issued a revision to Circular A-133 that raises the threshold that
triggers a single audit. Other revisions include a change to the
threshold that determines whether an auditee is assigned a cognizant agency for audit versus an oversight agency for audit and
related technical changes to faciliate that determination and to
8
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provide for federal agency reassignment of the oversight agency
for audit.
Single audit threshold. The Single Audit Act provides for the
OMB director to review the single audit threshold every two
years and increase it as appropriate. The new audit threshold requires all grantees that expend $500,000 or more a year in federal
awards to have an audit conducted in accordance with Circular
A-133 (the former audit threshold amount was $300,000). This
increase will relieve approximately 6,000 entities from the audit
requirements of Circular A-133 while retaining audit coverage
for 99.5 percent of federal awards currently audited (in dollars).
This change is effective for fiscal years ending after December 31,
2003, and early implementation is not permitted.
Cognizant agency threshold. For auditees expending greater than
$25 million a year in federal awards, the cognizant agency for
audit is the federal awarding agency that provides the predominant amount of direct funding to the auditee (unless the OMB
makes a specific cognizant agency for audit assignment). An auditee that does not have a designated cognizant agency for audit
has an oversight agency for audit. Paragraphs 2.29 through 2.32
of the Single Audit Guide describe the differences between the
cognizant and oversight agency for audit in greater detail. The
revision increases the cognizant agency for audit threshold from
$25 million to $50 million. This will reduce the number of auditees assigned a cognizant agency for audit from approximately
1,000 to approximately 500. This change is effective for fiscal
years ending after December 31, 2003, and early implementation is not permitted.
Other technical changes. The revisions also contained two technical
changes. First, Circular A-133 definitions have not specifically
provided for the reassignment of oversight agency for audit. The
revisions explicitly allow the reassignment of the oversight agency
for audit by federal agencies similar to the provision in Circular A133 that allows for the reassignment of the cognizant agency for
audit. This provision is effective July 28, 2003. Second, the revisions make 2004 the base year for determining the cognizant
agency for audit for 2006 through 2010. All fiscal year 2004 Cir9
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cular A-133 reports are due to the Federal Audit Clearinghouse
(FAC) on or before September 30, 2005. This will provide sufficient time for federal agencies to use the FAC database to produce
a cognizant agency for audit listing for the 2006 through 2010
audit cognizance period at the start of 2006. You should note that
the base year for 2001 through 2005 will remain at 2000.
Federal Grant Streamlining Program

Work continues on the implementation of the Federal Financial
Assistance Management Improvement Act of 1999 (P.L. 106107). The purposes of P.L. 106-107 are to (1) improve the effectiveness and performance of federal financial assistance programs,
(2) simplify federal financial assistance application and reporting
requirements, (3) improve the delivery of services to the public,
and (4) facilitate greater coordination among those responsible
for delivering the services. Under joint leadership from the OMB
and the Department of Health and Human Services, agencies are
working together to make it easier for state, local, and tribal governments; universities; and not-for-profit organizations to administer federal grant programs. In addition to the final notice
issued June 27, 2003, regarding Circular A-133 revisions (see the
previous section of this Alert titled “OMB Raises Single Audit
Threshold and Revises Other Sections of Circular A-133”), the
OMB has issued other final notices and various proposals during
the past year related to these efforts, and a brief description of
each follows:
• A June 27, 2003, Federal Register (68 FR 38402) notice of
final policy, titled Use of a Universal Identifier by Grant Applicants, establishes a standard means for tracking federal
grant recipients throughout the entire grant life cycle. The
notice requires each applicant to be uniquely identified
and to register for a Dun and Bradstreet (D&B) Data Universal Numbering System (DUNS) number for use as the
Universal Identifier needed to respond to federal agency
grant or cooperative agreement announcements. The
number must be provided for both paper and electronic
applications submitted on or after October 1, 2003.
10
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• A June 23, 2003, Federal Register (68 FR 37370) notice of
final policy directive, titled Office of Federal Financial
Management Policy Directive on Financial Assistance Program Announcements, establishes a standard format for federal agency announcements of funding opportunities
under programs that award discretionary grants or cooperative agreements.
• A June 23, 2003, Federal Register (68 FR 37379) notice, titled Standard Data Elements for Electronically Posting Synopses of Federal Agencies’ Financial Assistance Program
Announcements at Grants.gov FIND, establishes the government-wide standard data elements for federal agency use in
electronically posting synopses of discretionary grant and
cooperative agreement funding opportunities.
• A June 23, 2003, Federal Register (68 FR 37385) notice of
proposed policy guidance, titled Government-Wide Guidance for Use of Grants.gov FIND To Post Funding Opportunity Announcement Synopses, would require federal
agencies to electronically post synopses of funding opportunities under federal financial assistance programs that
award discretionary grants and cooperative agreements at
www.FedGrants.gov.
• A June 6, 2003, Federal Register (68 FR 33883) proposal,
titled Government-Wide Guidance for Grants and Agreements, would publish in a single title in the Code of Federal Regulations (CFR), OMB’s guidance to federal
agencies for grants and agreements (currently the guidance
is located in seven separate OMB Circulars and other policy documents). This proposal would also create in the
same new title of the CFR a subtitle in which federal agencies will colocate their regulations for the award and administration of grants and agreements.
• An April 8, 2003, Federal Register (68 FR 17090) proposal,
titled Standard Data Elements for Federal Grant Applications, would, among other things, establish a standard set
of data elements and definitions for federal agencies and
11
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grant applicants to use on both paper and electronic applications for discretionary grants.
• An August 12, 2002, Federal Register (67 FR 52558) proposal, titled Cost Principles for Educational Institutions, for
State, Local, and Indian Tribal Governments and for NonProfit Organizations, would revise three OMB Circulars
(A-21, Cost Principles for Educational Institutions; A-87,
Cost Principles for State, Local and Indian Tribal Governments; and A-122, Cost Principles for Non-Profit Organizations) to clarify ambiguous language. The three cost
principle circulars apply to different types of recipient organizations and were developed separately. Consequently, different language is used in the three circulars to describe
similar cost items, sometimes causing inconsistent interpretations by federal staff, recipients, and auditors. The OMB
is not intending to change the policy in any of the circulars.
• An August 12, 2002, Federal Register (67 FR 52547) notice, titled Circular A-110, “Uniform Administrative Requirements for Grants and Agreements With Institutions of
Higher Education, Hospitals, and Other Non-Profit Organizations,” describes OMB’s decision not to revise OMB Circular A-110 to require that federal agencies offer grantees
the option to request cash advances on a pooled basis.
The proposal related to clarifying language in the three cost principles circulars (A-21, A-87, and A-122) is the most likely to have
an implication on the single audit work that you do. A final rule
is expected in the fall of 2003. Although the remaining notices
and proposals included in the bulleted list above primarily affect
your auditees as they go through the grant application process,
brief descriptions have been included here because your auditees
may ask for your assistance in helping them understand the many
changes that are underway.
Help Desk—Check the “Current Document” section of the
OMB Web site (www.omb.gov/grants) for updates on the status of the various proposals described in this section, as well as
any new proposals that are issued.
12
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Help America Vote Act

In October, 2002, the Help America Vote Act (P.L. 107-252) was
passed. The Act provides funds to states to, among other things,
replace punch card voting systems; educate voters; and train election officials, poll workers, and election volunteers. Funds will be
distributed to states that may in turn pass the funds through to
local governments. Based on questions that were received, the
OMB recently determined that the funds distributed under the
Help America Vote Act are subject to the Single Audit Act. The
General Services Administration recently assigned a Catalog of
Federal Domestic Assistance (CFDA) number, 39.011, to its portion of the program. Over the next few months, the OMB will
consider whether this program will be added to the 2004 update
to the Supplement.
Help Desk—If your auditees receive funds under this program, you can advise them to check the CFDA on the Internet at www.cfda.gov/public/cat-whatshere.htm to obtain
more information about the program. As the program itself
is not in the 2003 Supplement, you should refer to the law,
the CFDA, and Part 7 of the Supplement to determine the
compliance requirements you should be concerned with if
you have to audit this program as a major program. The law
can be accessed at the Thomas legislative search Web site at
frwebgate.access.gpo.gov/cgi-bin/getdoc.cgi?dbname=107_cong_public_laws&docid=f:publ252.107.pdf or via the Federal Election
Commission’s Web site at www.fec.gov/hava/hava.htm.

Health Insurance Portability and Accountability Act

If you have visited your doctor’s office recently, you have probably been introduced to some aspect of the Health Insurance
Portability and Accountability Act of 1996 (HIPAA). Effective
April 14, 2003, it is probably the single most significant piece of
federal legislation affecting the health care industry since the inception of the Medicare and Medicaid programs. While HIPAA
has many facets, one of the key focuses is on the privacy of individually identifiable health information. While there are many
HIPAA implications that affect you personally, there may also be
implications for you if you perform single audits of health care
13
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entities (referred to as covered entities under the Act) subject to
HIPAA. For example, if you are performing a single audit that involves the review of personal medical information, you are likely
considered a “business associate” under HIPAA. A business associate is a person or entity who provides certain functions, activities, or services for or to a covered entity, involving the use and/or
disclosure of protected health information (PHI). In allowing
covered entities to provide PHI to business associates, HIPAA
also requires those entities to get certain assurances from the business associates. Your firm or audit organization may have already
been asked to sign a business associate agreement that asks you to
agree, for example, that you will use the PHI only for the purposes for which you were engaged and that you will safeguard the
information from misuse. Before signing such an agreement, you
may want to consult with your legal counsel and also ensure that
you have established policies and procedures to allow your firm
or organization to comply with the specific documentation requirements of the agreement, safeguarding of PHI, and monitoring the release of PHI when necessary.
Department of Education’s eZ-Audit

Under Circular A-133, not-for-profit and public institutions
must submit their annual audits to the Federal Audit Clearinghouse (FAC), which in turn provides copies to the U.S. Department of Education (ED). In the May 16, 2003, Federal Register
(68 FR 26586), the ED issued a notice implementing a new electronic process (eZ-Audit) for submitting compliance and financial statement audits. Beginning on June 16, 2003, institutions
that participate, or seek to participate, in the federal student financial aid programs must submit their Circular A-133 audits directly to the ED through eZ-Audit. In addition to filing the
compliance and financial audit in the form of a noneditable electronic PDF file, your auditees will also have to submit compliance audit data and summary financial data via an Internet Web
form. You should note that this new electronic submission
process does not alleviate the normal FAC submission requirements of Circular A-133. There is no required auditor association
14
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with the new electronic submission requirements. However, you
may be asked to provide your auditees that are subject to the new
eZ-Audit rules with an electronic version of your auditor’s reports. Further, your auditees may engage you to assist them with
the data entry of the information.
Help Desk—The ED has developed step-by-step guides for both
not-for-profit and public institutions that contain an overview of
the new process, information on how to register and obtain identification numbers and passwords, as well as other administrative and
security procedures. You can find these guides on the ED Web site at
http://ifap.ed.gov/eannouncements/0328GuideUsingeZAudit.html.

Adherence to Professional Standards and Requirements
Auditor’s Ethical Obligations to Follow Standards or Guidelines

Be aware that AICPA Ethics Interpretation No. 501-3, “Failure
to Follow Standards and/or Procedures or Other Requirements in
Governmental Audits,” of Acts Discreditable (AICPA, Professional
Standards, vol. 2, ET sec. 501.04), states that when an auditor
undertakes an audit of government grants or recipients of government monies and agrees to follow specified government audit
standards, guides, procedures, statutes, rules, and regulations, he
or she is obligated to follow these standards or guidelines in addition to generally accepted auditing standards (GAAS). Failure to
do so discredits the profession and violates Rule 501 of the
AICPA Code of Professional Conduct, unless it is disclosed in the
auditor’s report that these rules were not followed and the reasons
for doing so are given.
Results of AICPA Peer Reviews and Ethics Investigations

Both the AICPA Peer Review Program and ethics investigations
continue to indicate that there are problems in some of the single
audits they are reviewing. Many are consistent with those reported in last year’s Alert and include problems with the application of the risk-based approach to selecting major programs for
testing, documentation issues, and noncompliance with various
auditing standards and other requirements. Further, many are
15
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consistent with the findings of the federal OIGs (see the following section of this Alert titled “Federal OIG Quality Control Reviews”). A more complete description of deficiencies commonly
noted on single audits during recent peer reviews and AICPA
Professional Ethics Division investigations of CPA firms, as well
as quality control reviews performed by federal OIGs, is included
in Appendix B, “Common Engagement Deficiencies Noted in
Peer Reviews, Ethics Investigations, and Federal OIG Quality
Control Reviews,” of this Alert.
Federal OIG Quality Control Reviews

During the past year, federal OIGs continued performing quality
control reviews (QCRs) at a brisk pace. The OIGs continue to note
audit problems that include auditors’ internal control and/or compliance testing and compliance with Government Auditing Standards. In order to provide an overall assessment of single audit
quality, an interagency, interdisciplinary task force to be led by the
U.S. Department of Education has been established. That task force
will oversee a statistical sampling of single audits and the review of
those audits selected. As of the date of this Alert, the task force is in
its initial strategy phase, which includes looking at the methodology
that might be used in selecting the statistical sample and how the
reviews will be carried out. It is planned that 50 percent to 60 percent
of the reviews of selected audits will be conducted by practitioners
under contract by the federal government. However, the conduct of
this project is subject to the approval of funding (it was included in
the president’s proposed budget for federal fiscal year 2004). If this
funding is approved on a timely basis, it is anticipated that the sample of audits will be selected during the latter part of 2003 and early
2004, with the actual reviews commencing in spring 2004. Once
the reviews are completed, the task force will be drawing conclusions about the overall quality of single audit work performed based
on the statistical sample of audits reviewed.
A more complete description of deficiencies found by both federal
OIGs and the AICPA is included in Appendix B, “Common Engagement Deficiencies Noted in Peer Reviews, Ethics Investigations, and Federal OIG Quality Control Reviews,” of this Alert.
16
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Also, the FAC has recently prepared a report using its database of
submitted single audits to highlight potential audit problems. As
noted in Appendix B, one of the most common problems the
AICPA and OIGs have found is that auditors have not been appropriately applying Circular A-133’s “two-year lookback” rule
(that is, a type A program should be audited as a major program
in the current year if it has not been audited in at least one of the
two most recent audit periods). Using an electronic means, the
FAC has identified audits where it appears that a type A program
should have been audited as a major program (because it was not
audited as major in one of the previous two years) and has passed
this information to the various OIGs affected for their follow-up.
Help Desk—The President’s Council on Integrity and Efficiency (PCIE) has issued the Uniform Guide for Initial Review
of A-133 Audit Reports and the Uniform Quality Control Review
Guide for use by OIGs when performing desk reviews and
quality control reviews. Both are available electronically on the
Internet at www.ignet.gov/pande/audit/psingle.html. Before
completing your Circular A-133 audits, consider reviewing the
guides to gain an understanding of what the OIGs will be
looking for in their reviews. Taking this step will help ensure
that your engagements meet the criteria identified. You can
also refer to Chapter 3 of the Single Audit Guide for further
discussion of the desk review and QCR processes.

Circular A-133 Audit Guidance Update
2003 Compliance Supplement Issued

The OMB issued its 2003 Supplement in March. The 2003 Supplement includes information to help you understand the objectives, procedures, and compliance requirements of 160 federal
programs. Part 7 of the Supplement, “Guidance for Auditing
Programs Not Included in This Compliance Supplement,” provides guidance to help you determine relevant compliance requirements, audit objectives, and suggested audit procedures for
programs not included in the Supplement. Although the primary
focus of the work on the 2003 Supplement was to update previously included federal programs, it does add four programs. The
17
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2003 Supplement is effective for audits of fiscal years beginning
after June 30, 2002, and supersedes the previous Supplement,
which was issued in March 2002.
Appendix V of the Supplement lists changes from the 2002 Supplement. Among the more significant changes, the 2003 Supplement includes the following:
• In Part 3, “Compliance Requirements,” the section titled
“Allowable Costs Cost Principles” has been substantially
rewritten to reflect a reorganization by individual cost
principles circular (A-21, A-87, A-122). The section begins with general guidance on allowable costs, followed by
specific compliance guidance for each of the three cost
principles circulars. Further, there was a substantial
rewrite of Exhibits 1 and 2 to combine them as a single
exhibit, titled “Exhibit 1, Selected Items of Costs.”
Twenty-seven selected items of costs were added to the
new Exhibit 1.
• In the section titled “Eligibility,” in Part 3, the audit responsibility has been clarified when there are split eligibility determination functions. It also clarifies that required
redeterminations of eligibility should be tested.
• In the section titled “Subrecipient Monitoring,” in Part 3,
there has been a substantial rewrite to clarify compliance
requirements, during-the-award monitoring, and suggested audit procedures.
• In Part 4, “Agency Program Requirements,” and Part 5,
“Clusters of Programs,” there are revisions to the program
requirements for many existing programs and program
clusters for the effect of new laws and regulations or for
other reasons.
• In Part 4, the section titled “Department of Education
Cross-Cutting” and various education programs were updated for changes made by the No Child Left Behind Act
of 2001 (P.L. 107-110).

18
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Help Desk—You may purchase the 2003 Supplement from
the Government Printing Office or download a free electronic
copy from the OMB Web site, as discussed in the section of
this Alert titled “References for Additional Guidance.” Further, the CFDA numbers for federal programs often change.
You can obtain information about number changes in the
CFDA’s list of current-year changes and in its Appendix VII,
“Historical Profile of Catalog Programs,” which lists changes
since 1965. The table of contents for the CFDA, which can
take you to all sections of the CFDA, is on the Internet at
www.cfda.gov/public/cat-whatshere.htm.

Data Collection Form Update

The FAC collects information about Circular A-133 audits on a
data collection form for entry into a database that is accessible
through its Web site. You should be sure that you are using the
appropriate version of the form. The OMB issued a revised form
and accompanying instructions to report the results of Circular
A-133 audits for fiscal periods ending on or after January 1,
2001. Audits covering fiscal period end dates before January 1,
2001, should continue to use the previous version of the data collection form (dated August 1997). Both versions of the form are
available on the FAC Web site. You should also be aware that the
FAC encourages you to complete your submission online via the
FAC’s Internet data entry system (IDES). Even though you still
have to submit a signed and dated hard copy of the form, the
IDES runs your submission through an online edit check that increases the likelihood that your form will be accepted without errors. Currently the FAC is receiving approximately 70 percent of
data collection forms through the IDES.
Even with the online edit process, the FAC is still finding a few
common errors in the forms that are submitted. A description of
those problem areas follows.
Signing and dating the form. The most common error that the
FAC has noted is that the form is submitted without one or both
of the signatures that are required (the auditor and auditee both
must sign) or it is not dated. For the FAC to accept the form, it
19
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must have the appropriate signatures and date on it. You should
remind your auditee to check this before submitting the hard
copy form with the reporting package.
Federal program detail. Certain details applicable to the federal
programs identified on page 3 of the form are either missing or
incorrect. The areas where problems have been noted include invalid CFDA prefixes are being entered, the research and development box either is left blank or two conflicting boxes are checked,
the box for types of compliance requirements either is left blank
or an invalid type code is entered, and the finding reference number field is often left blank. You should take care to ensure that
federal program information is filled in completely, is correct,
and that it matches other information in the reporting package.
Number of reporting packages to be submitted. The purpose of Part
III, Item 9, of the form is to determine which federal agencies are
required to receive the reporting package. The FAC is finding
that some auditors are either not checking off all of the agencies
that should be identified in this section or are entering an invalid
agency. You should be sure that you identify all federal agencies
that have current-year audit findings related to direct funding or
prior audit findings (identified in the Summary Schedule of
Prior Audit Findings) related to direct funding in this question.
It is also important that the answer to this question be consistent
with Part III, Item 10(f ), of the form, which asks that direct
awards be identified.
Mathematical mistakes. The FAC has found that when it recalculates the total of the lines in Part III, Item 10(d), of the form
under the column heading “Amount Expended,” that total sometimes does match the total federal awards expended entered at the
bottom of that column. You should recheck your math before
submitting the form.
Questions either left blank or multiple boxes checked. Part III, Items
2, 5, and 7, all require a “yes” or “no” answer. The FAC has found
that some auditors are either checking both boxes, or leaving the
entire question blank. Each question on the form must be completed with one answer for the FAC to accept the form.
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Form submitted separately from reporting package. The FAC periodically receives the reporting packages separate from the hard
copy data collection form. While this is not technically a form
error, it does delay the overall completion of the submission because the FAC needs both the form and the reporting package so
certain information in the form can be verified against the package. The FAC encourages that the data collection form be submitted with the reporting packages in all cases.
Finally, you should note that every three years, the OMB is
charged with reviewing the form and updating it for any changes
that are necessary. The current form was revised in 2001. The
process is now underway for new form revisions, and you should
expect to see a proposed revision to the form in the Federal Register, asking for your comments, sometime this summer. Next year’s
Alert will advise you of any changes that are made to the form.
Help Desk—You can complete and submit the data collection
forms electronically at the FAC Web site at harvester.census.gov/sac.
The data collection forms and related instructions also are
available in portable document format (PDF) versions at the
FAC Web site. You can obtain printed copies from the FAC by
calling (888) 222-9907. When ordering printed copies by
phone, note that the form number is SF-SAC and that you
must indicate whether you need the current or previous form.
You and the entities you audit are not permitted to create your
own version of the forms.

Orange Book: Cognizant Agency Responsibilities

Last issued in 1985, the Federal Cognizant Agency Audit Organization Guidelines, also known as the Orange Book, sets forth the
responsibilities of the cognizant agencies for audit. It addresses
areas such as technical advice and liaison, desk reviews of audit reports, reviews of audit organizations and their work, resolution of
deficiencies noted during reviews, and processing audit reports.
We reported in last year’s Alert that the PCIE was expected to
issue a revision to the Orange Book in late 2002. Since then, the
issuance of the revision was postponed and is now expected to be
issued sometime during the next year. When issued, the revision
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is expected to consider, among other things, the effects of the Single Audit Act Amendments of 1996 and Circular A-133. The revision also is expected to provide guidance to oversight agencies
for audit as well as to the cognizant agencies.
Help Desk—When issued, the Orange Book should be available
on IGnet, the Inspectors General’s Web site, at www.ignet.gov.
Consider reviewing the Orange Book to gain an understanding of the processes used by the Inspectors General and how
they could affect your engagements.

Audit and Attestation Issues and Developments
Government Auditing Standards Developments

Circular A-133 requires auditors to follow Government Auditing
Standards (in addition to GAAS) when performing the financial
statement audit portion of a single audit. For this reason, you
should be aware of a number of recent revisions that have been
made to Government Auditing Standards.
Independence
In a GAAS audit, auditors must comply with the AICPA’s independence rules included in the AICPA Code of Professional Conduct. For audits performed under Government Auditing
Standards, auditors and audit organizations are subject to additional independence rules that are in some cases very similar to
the AICPA independence rules and in other cases are more restrictive. Amendment No. 3, Independence, to Government Auditing Standards establishes the additional independence rules under
Government Auditing Standards. The GAO also has issued a question and answer document titled Answers to Independence Standard Questions, which responds to questions related to the
independence standard’s implementation time frame, underlying
concepts, and application in specific nonaudit circumstances.
Amendment No. 3, as affected by Government Auditing Standards: Answers to Independence Questions, revises the independence standards in Government Auditing Standards for audits for
periods beginning on or after January 1, 2003, with early implementation encouraged. The independence rules in Government
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Auditing Standards address when auditors and their organizations
are independent from the organizations they audit by defining
when personal, external, and organizational impairments to independence exist. If an audit organization is not independent, Government Auditing Standards states that the auditor should (1)
decline to perform the work or (2) report the impairment in the
scope section of the auditor’s report when a government auditor
cannot decline to perform the work because of a legislative requirement or for other reasons.
Government Auditing Standards adopts an engagement-team focused approach to independence for matters such as financial interests of an individual auditor, not unlike the AICPA’s Code of
Professional Conduct. It also provides criteria for when governmental audit organizations are organizationally independent
from the audited entity for purposes of external and internal reporting. Government Auditing Standards employs a principlesbased approach to independence supplemented with certain
safeguards for matters such as the performance of nonaudit services. With respect to nonaudit services, the Government Auditing
Standards rules are generally more restrictive than the AICPA
rules (see the discussion of recent proposed revisions to the
AICPA rules in the section of this Alert titled “AICPA Ethics Developments.” In planning the audit, the auditor should consider
the effects of any nonaudit services performed on the auditor’s independence for current, future, and planned audit services.
To comply with the provisions governing nonaudit services,
audit organizations must meet two overarching principles. The
first bars audit organizations from performing management
functions or making management decisions for their auditees;
the second prohibits audit organizations from auditing their own
work or providing nonaudit services when the services are material or significant to the subject matter of the audit. If a nonaudit
service does not conflict with either principle, an audit organization
may perform the service as long as it complies with each of the
following safeguards (see paragraph 3.25 of Amendment No. 3 to
Government Auditing Standards for a more detailed description of
the safeguards):
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• Personnel providing the nonaudit service cannot plan,
conduct, or review audit work related to the nonaudit service. Audit and nonaudit work must be performed by separate engagement teams. (When an audit organization
provides 40 or fewer hours of nonaudit services related to a
specific audit engagement, this safeguard requiring separate engagement teams is waived but the auditors must observe the two overarching principles and other safeguards
described in this paragraph.)
• The scope and extent of audit work cannot be reduced beyond the level that would be appropriate if the nonaudit
work were performed by an unrelated party.
• The audit organization should document its consideration of
the nonaudit service, including its rationale that providing
the service does not violate the two overarching principles.
• The audit organization should establish and document an
understanding with management regarding the objectives,
scope of work, and deliverables of the nonaudit service, including an understanding that management is responsible
for the results of the service.
• The audit organization’s quality control system should include policies and procedures that ensure consideration of
the effect of the nonaudit service on ongoing, planned,
and future audits.
• Where a nonaudit service is deemed to conflict with the
audit (because the service violates one or both of the overarching principles), the audit organization should communicate to management—before beginning the nonaudit
service engagement—that it will be unable to perform subsequent audit work related to the subject matter of the
nonaudit service.
• For audits selected during peer review, the audit organization should identify to its peer reviewer all related nonaudit services and provide all related audit documentation.
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Government Auditing Standards describe both nonaudit services
that are expressly prohibited and others that are permissible (as
long as the auditor complies with the two overarching principles
and all required safeguards noted above). The standards also state
that audit organizations can perform routine activities for the audited entity and management without impairing their independence—provided the audit organization neither makes
management decisions nor performs management functions.
Such ordinary services do not violate the overarching principles
and are not subject to the safeguards.
Overhaul to Remaining Sections of Government
Auditing Standards
The GAO issued a comprehensive revision to Government Auditing Standards on June 25, 2003. This is the fourth revision of the
overall standards since they were first issued in 1972. This revision of the standards supersedes the 1994 revision, including
Amendments No. 1 through 3 (note that the content of these
Amendments was incorporated into the revision).
The revision affects all chapters of the Yellow Book, including
those relating to both financial and performance audits. Among
other things, the proposed changes are intended to clarify the
types of audits and services that are performed under the Yellow
Book, strengthen and streamline certain provisions of it, and improve understandability of the standards. The revisions are effective for financial audits and attestation engagements of periods
ending on or after January 1, 2004, and for performance audits beginning on or after January 1, 2004. Early application is permissible. Some of the more significant changes are that the revision:
• Adds a new chapter on attestation engagements that includes additional field work and reporting standards over
and above what would be required under the AICPA’s attestation standards.
• Requires that auditors collectively possess the technical
knowledge, skills, and experience necessary to be competent for the type of work being performed before beginning the work on the assignment.
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• Clarifies that the 80 hours of continuing professional education and training that is required under the Yellow Book
every two years should directly enhance the auditor’s professional proficiency to perform audits and/or attestation
engagements. During the next year, the GAO is expected
to modify its existing Interpretation of Continuing Education and Training Requirements—Government Auditing
Standards (see related discussion in the section of this Alert
titled, “References for Additional Guidance”) to more
specifically address this new clarification and whether certain courses (for example, those related to taxation) would
count toward the 80 hour requirement.
• For financial statement audits, adds a requirement for auditors to be alert to situations or transactions that could indicate abuse, and if indications of abuse exist that could
significantly affect the financial statement amounts or
other financial data, to apply auditing procedures specifically directed to ascertaining whether abuse has occurred
and the effect on the financial statement amounts or other
financial data.
Help Desk—You can obtain the new 2003 version of Government Auditing Standards (which includes the independence requirements from Amendment No. 3), the independence
question and answer document, and a summary of the significant changes made since the 1994 revision of the standards
from the GAO Web site at www.gao.gov/govaud/ybk01.htm.

Recently Issued AICPA Auditing and Attestation Standards

During the last year the AICPA’s Auditing Standards Board
(ASB) has issued the following auditing and attestation standards. Although some do not specifically address issues associated
with your single audits, you should still be aware of them as they
could affect the work you do on the financial statement portion
of the single audit. The standards are identified by title below.
Only those that might have some impact on your single audit are
described in more detail. You can look to the Audit Risk Alerts
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State and Local Governmental Developments—2003 and Not-forProfit Organizations—2003 for further discussion of the financial
statement audit implications of these standards.
• Statement on Auditing Standards (SAS) No. 98, Omnibus
Statement on Auditing Standards—2002. With the exception of the effective date of the portions of this standard
that amend SAS No. 70, Service Organizations (AICPA,
Professional Standards, vol. 1, AU sec. 324), as amended,
and rescind Interpretation No. 6, “Responsibilities of Service Organizations and Service Auditors With Respect to
Subsequent Events in a Service Auditor’s Engagement,” of
SAS No. 70 (AU sec. 9324.40–.42) (effective for reports
issued on or after January 1, 2003), all amendments were
effective when SAS No. 98 was issued. One change that
you should be aware of as a result of this standard is an
amendment to SAS No. 8, Other Information in Documents
Containing Audited Financial Statements (AICPA, Professional Standards, vol. 1, AU sec. 550.07). It clarifies that if
supplementary or other information has been subjected to
the auditing procedures applied in the audit of the basic
financial statements, the auditor may express an opinion
on whether such information is fairly stated in all material
respects, in relation to the basic financial statements taken
as a whole. It also describes, in more detail, the auditor’s
reporting on the information and that the auditor should
use the guidance provided in SAS No. 29, Reporting on
Information Accompanying the Basic Financial Statements in
Auditor-Submitted Documents (AICPA, Professional Standards, vol. 1, AU sec. 551.12 and .14), as amended. While
such “in relation to” reporting has been common practice
in the single audit arena (that is, the auditor reports on the
schedule of expenditure of federal awards in relation to the
financial statements taken as a whole), the auditing standards never clearly addressed whether such reporting was
permissible when the information was included in a clientprepared document. SAS No. 98 clarifies this issue.
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• SAS No. 99, Consideration of Fraud in a Financial Statement Audit (AICPA, Professional Standards, vol. 1, AU sec.
316). This SAS is effective for audits of financial statements for periods beginning on or after December 15,
2002, with early application permissible. You should note
that this new standard is written from a financial statement
audit perspective. That is, it provides standards and guidance to the auditor in fulfilling his or her responsibility to
plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material
misstatement whether due to error or fraud.
However, you should also note that the Audit Guide Audits of
States, Local Governments, and Not-for-Profit Organizations Receiving Federal Awards, states that as part of assessing audit risk in
a single or program-specific audit, the auditor should specifically
assess the risk of material noncompliance with a major program’s
compliance requirements occurring due to fraud. The auditor
must then consider that assessment in designing the audit procedures to be performed. Although SAS No. 99 applies only to an
audit of financial statements (that is, its requirements do not
apply to a compliance audit), you may want to consider the guidance set forth therein when planning and performing your audit
of an auditee’s compliance with specified requirements applicable
to its major programs. Additionally, you may wish to refer to the
AICPA Practice Aid titled Fraud Detection in a GAAS Audit: SAS
No. 99 Implementation Guide, which identifies example risk factors that relate to recipients of federal awards.
• SAS No. 100, Interim Financial Information (AICPA, Professional Standards, vol. 1, AU sec. 722). It is effective for
interim periods within fiscal years beginning after December 15, 2002, with earlier application permitted.
• SAS No. 101, Auditing Fair Value Measurements and Disclosures (AICPA, Professional Standards, vol. 1, AU sec.
328). It is effective for audits of financial statements for periods beginning on or after June 15, 2003, with earlier application permitted.
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• Statement on Standards for Attestation Engagements
(SSAE) No. 12, Amendment to Statement on Standards for
Attestation Engagements No. 10, Attestation Standards: Revision and Recodification (AICPA, Professional Standards,
vol. 1, AT sec. 101). This omnibus standard makes
changes to the attestation standards, where applicable, that
are consistent with those made to the auditing standards
via SAS No. 98.
Proposed AICPA Auditing and Attestation Standards

The ASB has released several exposure drafts that will primarily affect the financial statement audit portion of your single audit. The
proposals are identified here by title. Only those that might have
some impact on your single audit are described in more detail.
• Proposed SAS related to audit risk. The ASB released seven
proposed SASs related to the audit risk assessment process
to change audit practice to result in more efficient audits.
The primary objective of the proposed SASs is to enhance
auditors’ application of the audit risk model. The proposed
SASs are:
– Amendment to SAS No. 95, Generally Accepted Auditing Standards
– Audit Evidence (which would supersede SAS No. 31 of
the same name [AICPA, Professional Standards, vol. 1,
AU sec. 326])
– Audit Risk and Materiality in Conducting an Audit
(which would supersede SAS No. 47 of the same name
[AICPA, Professional Standards, vol. 1, AU sec. 312])
– Planning and Supervision (which would supersede SAS
No. 22 of the same name [AICPA, Professional Standards, vol. 1, AU sec. 311])
– New SASs titled Understanding the Entity and Its Environment and Assessing the Risk of Material Misstatement
and Performing Audit Procedures in Response to Assessed
Risks and Evaluating the Audit Evidence Obtained
(which together would supersede SAS No. 45, Substan29
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tive Tests Prior to the Balance-Sheet Date [AICPA, Professional Standards, vol. 1, AU secs. 313 and 334], and
SAS No. 55, Consideration of Internal Control in a Financial Statement Audit [AICPA, Professional Standards,
vol. 1, AU sec. 319])
– An amendment to SAS No. 39, Audit Sampling
(AICPA, Professional Standards, vol. 1, AU sec. 350)
• Proposed SAS, Sarbanes-Oxley Omnibus. Although many
of the revisions in this proposal would only apply to Securities and Exchange Commission (SEC) engagements,
there are a few proposed changes that could affect your
single audits. For example, the statement would amend
SAS No. 61, Communication With Audit Committees
(AICPA, Professional Standards, vol. 1, AU sec. 380), as
amended, to establish a definition of an audit committee
and to revise certain existing communication requirements or add new requirements.
• Proposed SASs titled Auditing an Entity’s Internal Control
Over Financial Reporting in Conjunction With Financial
Statement Audit and Amendment to SAS No. 100, Interim
Reporting; proposed SSAE titled Reporting on an Entity’s
Internal Control Over Financial Reporting.
• Proposed SAS titled Communication of Internal Control
Related Matters Noted in an Audit, which would supersede
SAS No. 60 (AICPA, Professional Standards, vol. 1, AU
sec. 325) of the same name. One result of this proposed
standard is that the term reportable condition would be replaced by the term significant deficiency to comply with
the SEC’s terminology. If the standards are finalized as
proposed, this would result in possible future report wording changes to your single audit reports (for example, in the
reporting required under Government Auditing Standards
and Circular A-133).
Help Desk—For information about the current status of
these proposed standards, go to the AICPA Web site at
www.aicpa.org/members/div/auditstd/drafts.htm.
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Issuance of New AICPA Audit Guide for Performing
OMB Circular A-133 Audits

This new Audit Guide titled Audits of States, Local Governments,
and Not-for-Profit Organizations Receiving Federal Awards (the
Single Audit Guide) is the former Statement of Position (SOP)
98-3 of the same name. Until this year, that guidance had been
included as an SOP in an appendix to both the GASB 34 and
non-GASB 34 editions of the AICPA’s state and local government Audit and Accounting Guides and in the not-for-profit organizations Audit and Accounting Guide. The AICPA ASB
decided to convert the SOP into an AICPA Audit Guide because
the content and guidance in the SOP are more similar to that
which would be included in an Audit Guide and also to make it
more clear that, like other AICPA Audit Guides, it is updated
each year for conforming changes. The new Guide does not supersede the guidance that appeared in SOP 98-3 but rather
changes its format from an SOP to an Audit Guide. It is now one
of the AICPA’s primary sources of authoritative guidance for performing audits under the Single Audit Act, Circular A-133, and
Government Auditing Standards.
Under SAS No. 95, Generally Accepted Auditing Standards
(AICPA, Professional Standards, vol. 1, AU sec. 150), both an
Audit Guide and an SOP are considered Interpretive Publications.
Interpretive Publications are recommendations on the application
of SASs in specific circumstances, including engagements for entities in specialized industries. If you do not apply the auditing
guidance included in an applicable Interpretive Publication, you
should be prepared to explain how you complied with the SAS
provisions addressed by such auditing guidance.
Each year since 1998, AICPA staff has updated the SOP and, in
its new form as a separate Guide, this year is no different. Updates for this Guide include conforming changes related to recent
auditing standards and other changes in guidance, for example,
changes resulting from recently adopted Amendment No. 3, “Independence,” to Government Auditing Standards and the AICPA’s
Audit and Accounting Guide Audits of State and Local Governments (GASB 34 Edition). Also, the illustrative Government Audit31
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ing Standards and Circular A-133 reporting included in Appendix D of the Single Audit Guide has been updated to reflect
wording changes that would be necessary for audits performed
using the provisions of the recently issued Audit and Accounting
Guide Audits of State and Local Governments (GASB 34 Edition).
Help Desk—The product number for the Audit Guide Audits
of States, Local Governments, and Not-for-Profit Organizations
Receiving Federal Awards is 012743kk. To place your order
for this Guide, you can call AICPA Member Services at
(888) 777-7077. Also see the “References for Additional
Guidance” section later in this Alert.

AICPA Ethics Developments

Revision of Interpretation 101-10
Ethics Interpretation 101-10, “The Effect on Independence of
Relationships With Entities Included in the Governmental Financial Statements,” of ET section 101, Independence (AICPA,
Professional Standards, vol. 2, ET sec. 101.12), discusses the effect
on an auditor’s independence of relationships with entities included in governmental financial statements. The AICPA issued a
revision of this interpretation (effective March 2003) that reflects
new wording related to changes resulting from issuance of GASB
Statement No. 34. In addition, certain changes were made to the
Interpretation to conform it to the AICPA’s new independence
rules that were issued in November 2001 (that is, engagementteam focused approach to independence). Finally, the revision
changes the focus of the Interpretation, which had been based on
the commercial model concept of financial control to an accountability focus, which is more consistent with the government reporting model.
Help Desk—You can find the revision to the Interpretation in the
March 2003 issue of the AICPA’s Journal of Accountancy. You can access the Journal’s Web site at www.aicpa.org/pubs/jofa/joahome.htm.

Revisions to Rule 101—Independence for Nonattest Services
In June 2003, the AICPA’s Professional Ethics Executive Committee issued revisions to Interpretation 101-3, “Performance of
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Other Services,” of ET section 101, Independence (AICPA, Professional Standards, vol. 2, ET sec. 101.05), and deleted Interpretation 101-13, “Extended Audit Services,” of ET section 101,
Independence (AICPA, Professional Standards, vol. 2, ET sec.
101.15), and related Ethics Rulings. In the area of nonattest services, the Committee adopted several new requirements, including those that would require members to:
• Comply with regulations of certain regulatory bodies (such
as the state boards of accountancy, the SEC, and the GAO)
when performing services for attest clients that are governed by such regulators’ independence rules
• Assess the client’s willingness and ability to oversee permitted nonattest services
• Document various aspects of the permitted nonattest services engagement before performing nonattest services
In addition, the committee adopted more restrictive rules for certain services:
• Performing appraisal, valuation, and actuarial services
would impair independence if the results of the service will
be material to the client’s financial statements and if the
services involve a significant degree of subjectivity.
• Performing certain financial information systems design
and implementation services would impair independence
in certain circumstances.
The committee also clarified existing rules for bookkeeping and
internal audit assistance services and proposed an increase in the
allowable balance that individuals subject to independence restrictions could have through credit cards and cash advance accounts.
The rule revisions generally become effective on December 31,
2003; however, there is also transitional effective date guidance
included in the revised Interpretation. Independence would not
be impaired as a result of the more restrictive requirements of
Interpretation No. 101-3, provided the provisions of any such
nonattest services are pursuant to arrangements in existence on
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December 31, 2003, and are completed by December 31, 2004,
and the member was in compliance with the preexisting requirements of the Interpretation.
Help Desk—To access related information, go to the AICPA Web
site at www.aicpa.org/download/ethics/interp_revisions_jun03.pdf.

Reissuing Single Audit Reports

As noted in the section of this Alert titled “Adherence to Professional Standards and Requirements,” the federal OIGs have been
very active in performing quality control reviews. In some cases
where problems have been noted by the OIGs, there has been a
need for the auditor to perform additional test work or to revise
the schedule of expenditures of federal awards (SEFA). Auditors
have been asking about the appropriate actions to take with regard
to the auditor’s single audit reporting once such problems arise. If
you find yourself in this circumstance, you should first look to
SAS No. 1, Codification of Auditing Standards and Procedures
(AICPA, Professional Standards, vol. 1, AU sec. 561, “Subsequent
Discovery of Facts Existing at the Date of the Auditor’s Report”).
The following discussion might also be of assistance.
If an error is found that results in the addition of a major program (for example, because the type A program threshold
changes due to missing programs in the SEFA resulting in a new
major program or because a type A program that should have
been a major program because it had not been tested in the previous two years was overlooked), you will need to perform the appropriate testing on the new major program. It will then be
necessary to reissue your Circular A-133 reporting with a dual
date that references the new program. Your report wording might
remain the same (for example, if your previous report was unqualified and your opinion on the additional major program is
also unqualified) or need to be revised (for example, if your previous report was unqualified and your opinion on the additional
major program is qualified) depending on the results of the procedures you perform on the new major program. You should also
revise the schedule of findings and questioned costs to reflect the
additional major program and to include any additional findings
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and questioned costs that result from your testing. You should also
consider modifying the title of the schedule to indicate that it has
been restated. Finally, if the SEFA previously identified major programs and a change needs to be made due to the new major program, your reporting on the SEFA will need to be reissued. See the
following paragraph for further discussion on the SEFA reporting.
If you are in a situation where the SEFA needs to be restated (for
example, because a program needs to be added or deleted or a
program expenditure amount needs to be revised), you have several considerations. If your reporting on the SEFA had previously
been included in the report on the financial statements, you may
want to consider reissuing your financial statement report (using
the original date) and issuing a new separate in-relation-to opinion on the SEFA that carries a dual date. If your reporting on the
SEFA had previously been included in your Circular A-133 reporting, you could reissue that report, including the reporting on
the SEFA, with a dual date. Finally, if you had issued a separate
SEFA report to begin with, you could reissue that report with a
dual date. In all cases, the dual dated report should refer to a new
footnote to the SEFA (that should be added by your client) explaining the restatement.
In either of the above scenarios, it is not likely that your Government Auditing Standards reporting would be affected. That is because the Yellow Book report relates to your audit of the financial
statements. However, if you have to audit a new major program
and find noncompliance that would be direct and material to the
financial statements, you would follow the guidance in SAS No.
46, Consideration of Omitted Procedures After the Report Date
(AICPA, Professional Standards, vol. 1, AU sec. 390).
In a few cases, the OIGs have not been satisfied with the amount
of test work that has been performed by the auditor in a single
audit and have asked the auditor to perform additional procedures. You should refer to the guidance in SAS No. 46 for additional guidance if you find yourself in this situation.
Finally, if as a result of any of the scenarios described above,
changes are needed to the data collection form and reporting
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packages that have already been submitted to the FAC, you
should follow the instructions for “Paper Submission” revision at
the FAC Web site at harvester.census.gov/sac/collect/revisions_Main.html. All resubmissions to the FAC (of either a revised form or reporting package) must be accompanied by a
newly signed data collection form.

References for Additional Guidance
AICPA

Web Site
AICPA Online (www.aicpa.org) is the AICPA’s Web site on
the Internet. The site offers users the opportunity to stay
abreast of developments in accounting, auditing, and professional ethics. Online resources include professional news,
membership information, state and federal legislative updates,
AICPA press releases, speeches, exposure drafts, and a list of
links to other accounting- and finance-related sites. The
AICPA Web site also features a “Talk to Us” section, allowing
users to send e-mail messages directly to AICPA representatives or teams. The AICPA Web site includes a separate section that deals with Circular A-133 audit issues, including a
document that provides unofficial answers to frequently asked
questions, at www.aicpa.org/belt/a133main.htm.
Order Department (Customer Service Center)
To order AICPA products, call the Customer Service Center at
(888) 777-7077 or fax to (800) 362-5066. The best times to call are
8:30 a.m. to 11:30 a.m. and 2:00 p.m. to 7:30 p.m., Eastern Standard Time. Also, visit the CPA2Biz Web site at www.cpa2biz.com to
obtain product information and place online orders.
Publications
The following AICPA publications may be of interest to auditors
of entities that receive federal funding.
• Audits of States, Local Governments, and Not-for-Profit Organizations Receiving Federal Awards—This Audit Guide
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(previously issued as SOP 98-3 of the same name—see the
section of this Alert titled “Issuance of New AICPA Audit
Guide for Performing OMB Circular A-133 Audits”) provides guidance on the auditor’s responsibilities when conducting a single audit or program-specific audit. It is updated
annually for conforming changes (product no. 012743kk).
• AICPA Professional Standards—These include SASs and related Interpretations, Statements on Standards for Attestation Engagements, and the AICPA Code of Professional
Conduct, among other things (product no. 005103kk).
• Audits of State and Local Governments (GASB 34
Edition)—This Audit and Accounting Guide presents
guidance on the application of GAAS to audits of financial
statements of state and local governments (product no.
012663kk).
• Audits of State and Local Governmental Units (Non-GASB
34 Edition)—This Audit and Accounting Guide presents
guidance on the application of GAAS to audits of financial
statements of state and local governments (product no.
012563kk).
• Health Care Organizations—This Audit and Accounting
Guide presents guidance on the application of GAAS to
audits of financial statements of health care organizations
(product no. 012613kk).
• Not-for-Profit Organizations—This Audit and Accounting
Guide presents guidance on the application of GAAS to
audits of financial statements of not-for-profit organizations (product no. 012643 kk).
• Checklists and Illustrative Financial Statements for State and
Local Governments (Non-GASB 34 Edition and GASB 34
Edition)—Updated annually, this publication provides
checklists and illustrations of financial statements, note
disclosures, and auditors’ reports, including reports in accordance with Government Auditing Standards and the
Single Audit Act. Note: This volume includes both the
37

ARA--Single Audits.qxd

8/11/2003

10:22 AM

Page 38

non-GASB 34 and GASB 34 editions of the checklists in
one handy binder (product no. 009033kk).
• Audit and Accounting Manual (product no. 005133kk)—
Updated annually, this publication has an extensive section
of internal control questionnaires and audit programs for
audits of governmental entities, including audits in accordance with the Single Audit Act.
Continuing Professional Education Courses
The AICPA offers continuing professional education (CPE) related to single audits in the form of both group-study and selfstudy courses, and in print and video format.
Group-study courses include the following:
• Advanced Auditing of HUD-Assisted Projects
• Applying A-133 to Nonprofit and Governmental Organizations
• Audits of HUD-Assisted Projects
• Governmental Accounting and Auditing Update
• Governmental and Nonprofit Annual Update
• Solving Complex Single Audit Issues for Government and
Nonprofit Organizations
• Workpaper Preparation Techniques for Government and
Nonprofit Organizations
• The Revised Yellow Book: Government Auditing Standards
Self-study courses include the following:
• Advanced Auditing of HUD-Assisted Projects (product
no. 730188kk)
• Applying A-133 to Nonprofit and Governmental Organizations (product no. 730198kk)
• Audits of HUD-Assisted Projects (product no. 730293kk)
• Governmental Accounting and Auditing Update (product
no. 736472kk)
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• Solving Complex Single Audit Issues for Government and
Nonprofit Organizations (product no. 734406kk)
• Workpaper Techniques for Government and Nonprofit
Organizations (product no. 732631kk)
• The Revised Yellow Book: Government Auditing Standards
(product no. 736111kk)
The AICPA also offers the following video courses:
• Governmental Accounting and Auditing Update (product
no. 186476kk)
• The Revised Yellow Book: Government Auditing Standards
(product no. 187100)
• Applying A-133 to Nonprofit and Governmental Organizations (Available in October 2003) (product no. 187200kk)
Information on these and other AICPA government and not-forprofit auditing courses is available at www.cpa2biz.com or by
calling (888) 777-7077.
Online CPE
AICPA InfoBytes, offered exclusively through CPA2Biz.com, is
the AICPA’s flagship online learning product. Selected as one of
Accounting Today’s top 100 products for 2003, AICPA InfoBytes
now offers a free trial subscription to the entire product for up to
30 days. AICPA members pay $149 (nonmember, $369) for a
new subscription and $119 (nonmembers, $319) for the annual
renewal. Divided into 1- and 2-credit courses that are available
24/7, AICPA InfoBytes offers hundreds of hours of learning in a
wide variety of topics. Governmental topics include the Yellow
Book, Circular A-133 auditing, GASB Statement No. 34, HUD,
industry updates, and other pertinent issues. To register or learn
more, visit www.CPA2Biz.com/infobytes.
Industry Conference and Training Program
The AICPA will hold its 20th annual National Governmental
Accounting and Auditing Update Conference on August 25-27,
in Washington, DC, and again on September 21-23, 2003, in
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Tempe, AZ. This conference is designed for practitioners; officials working in federal, state, or local governmental finance and
accounting; and recipients of federal awards. It is the premier
forum for the discussion of important governmental accounting
and auditing developments. Participants will receive updates on
current issues, practical advice, and timely guidance on recent developments from experts.
The AICPA also offers an annual training program called the National Governmental and Not-for-Profit Training Program. This
year’s program will be held on October 19-22, in Baltimore, MD.
This program is designed for practitioners or accountants, auditors, and other staff in government who want in-depth, hands-on
training in government accounting and auditing.
For more information about the conference or the training program, please contact the Customer Service Center at (888) 7777077 or the Web site for CPA2Biz at www.cpa2biz.com.
Accounting and Auditing Technical Hotline
The Technical Hotline answers members’ inquiries about accounting, auditing, attestation, compilation, and review services. Call
(888) 777-7077 or go to the AICPA’s Web site at www.aicpa.org.
Ethics Hotline
Members of the AICPA’s Professional Ethics Team answer inquiries concerning independence and other behavioral issues related to the application of the AICPA Code of Professional
Conduct. Call (888) 777-7077.
Fax Hotline
The AICPA has a 24-hour fax system that enables interested persons to obtain information that includes, for example, current
AICPA comment letters, conference brochures and registration
forms, CPE information, AcSEC actions, and legislative news. To
access the hotline, dial (201) 938-3787 from a fax machine and
follow the voice cues.
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Federal Agencies—Administrative Regulations

Most federal agencies issue general administrative regulations
that apply to their programs and that provide general rules on
how to apply for grants and contracts, how grants are made, the
general conditions that apply to and the administrative responsibilities of grantees and contractors, and the compliance procedures used by the various agencies. Those regulations are
included in the Code of Federal Regulations.
In 1988, a final rule, Uniform Administrative Requirements for
Grants and Cooperative Agreements With State and Local Governments, was published, establishing a common rule to create consistency and uniformity among federal agencies in the
administration of grants to and cooperative agreements with
state, local, and federally recognized Indian tribal governments.
The common rule has been codified in each federal agency’s portion of the Code of Federal Regulations.
General Accounting Office

The GAO home page, on the Internet at www.gao.gov, contains
links to the hundreds of reports and testimony to Congress each
year on a variety of subjects, including accounting, budgeting,
and financial management. Hard copies of GAO reports and testimony can be obtained from the GAO, P.O. Box 37050, Washington, DC 20013; phone (202) 512-6000; fax (202) 512-6061;
or www.gao.gov/cgi-bin/ordtab.pl.
The GAO’s Web site is updated daily and also includes Comptroller General decisions and legal opinions, GAO policy documents,
and special publications. You may subscribe to GAO daily electronic alerts using the form at www.gao.gov/subtest/subscribe.html.
The following publications are available on the GAO Web site at
www.gao.gov/govaud/ybk01.htm. The first three publications
also are available through the Superintendent of Documents,
U.S. Government Printing Office (GPO), P.O. Box 371954,
Pittsburgh, PA 15250-7954; phone (202) 512-1800; fax (202)
512-2250; or bookstore.gpo.gov/index.html.
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• Government Auditing Standards, 2003 Revision relates to financial and performance audits of governmental organizations, programs, activities, and functions, and of
governmental funds received by contractors, nonprofit organizations, and other nongovernmental organizations. All
previous amendments to the previous 1994 Revision of the
Yellow Book (that is, Amendments No. 1 through No. 3)
have been incorporated into the 2003 Revision. As of the
date of this Alert, the 2003 Revision was available electronically only on the GAO Web site. Details on ordering a
hard copy print version will be placed on the GAO Web
site once the print version is available.
• Government Auditing Standards: Answers to Independence
Questions responds to questions related to the Yellow
Book independence standard’s implementation time
frame, underlying concepts, and application in specific
nonaudit circumstances.
• Interpretation of Continuing Education and Training Requirements—Government Auditing Standards establishes specific
CPE requirements for auditors working on audits performed in accordance with those standards. This Interpretation guides audit organizations and individual auditors
on implementing the CPE requirements by answering the
most frequently asked questions from the audit community. As noted in the section of this Alert titled “Government
Auditing Standards Developments,” the GAO is expected to
revise this Interpretation during the upcoming year.
Office of Management and Budget

Circulars
The OMB issues cost and grants management circulars to establish
uniform policies and rules to be observed by federal agencies for
the administration of federal grants. Federal agencies then adopt
these circulars in their regulations. The process for issuing circulars
includes due process, with a notice of any proposed changes in the
Federal Register, a comment period, and careful consideration of all
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responses before issuance of final circulars. The following table includes a list of circulars relevant to single audits. Copies of these
circulars are available under the grants management section of the
OMB Web site at www.omb.gov/grants.
OMB Circulars Relevant to Single Audits

Circular Number
A-21 (Revised)
A-87 (Revised)
A-102 (Revised)
A-110 (Revised)

A-122 (Revised)
A-133 (Revised)

Title
Cost Principles for Educational Institutions
Cost Principles for State, Local, and
Indian Tribal Governments
Grants and Cooperative Agreements With
State and Local Governments
Uniform Administrative Requirements for
Grants and Agreements With Institutions of
Higher Education, Hospitals, and Other
Non-Profit Organizations
Cost Principles for Non-Profit Organizations
Audits of States, Local Governments, and
Nonprofit Organizations

Issue Date
August 2000
August 1997
August 1997
September 1999

May 1998
June 2003

OMB Circular A-133 Compliance Supplement
The Supplement (Appendix B in OMB Circular A-133) sets
forth the major federal compliance requirements to consider in a
Circular A-133 audit of states, local governments, and not-forprofit organizations that receive federal assistance. You can find
the 2003 Supplement (and the preceding 2002 and 2001 Supplements) on the OMB’s Web site at the grants management address, www.omb.gov/grants. You may purchase a printed copy
(product no. 041-001-00593-5) of the 2003 Supplement from
the Government Printing Office at (202) 512-1800.
Other Guidance
Standard forms prescribed by OMB’s grants management circulars can be obtained on the grants management section of OMB’s
Web site (see the previous section of this Alert). The data collection form (Form SF-SAC), which is required to be completed for
all Circular A-133 audits, can be completed online at the Federal
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Audit Clearinghouse Web site at harvester.census.gov/sac. That
site also has PDF versions of the data collection form.
The Catalog of Federal Domestic Assistance (CFDA) is a government-wide compendium of federal programs, projects, services,
and activities that provide assistance or benefits to the public.
Program information provided by the CFDA includes authorizing legislation and audit requirements. The General Services Administration (GSA) is responsible for the dissemination of federal
domestic assistance information through the catalog and maintains the information database from which program information
is obtained. A searchable version of the CFDA is located at
www.cfda.gov.
The GSA also makes copies of the CFDA available to certain
specified national, state, and local government offices. You can
locate those depositories through the GSA Web site at
www.gsa.gov. The CFDA also may be purchased from the GPO
by calling (202) 512-1800 or through the online bookstore at
www.gpo.gov.
PCIE Audit Committee Guidance

The PCIE Audit Committee publishes supplemental, nonauthoritative guidance for federal officials addressing issues arising
from the implementation of the Single Audit Act and related
OMB Circulars.
Over the years, the PCIE Audit Committee (or its predecessors)
has issued a total of six position statements. Most of these position statements are no longer applicable because they were originally developed to address issues related to audits conducted
under the Single Audit Act of 1984, Circular A-128, Audits of
State and Local Governments, and the March 1990 version of
Circular A-133.
Note that the PCIE Audit Committee also is responsible for developing nonfederal audit review guidelines in the form of a desk review
guide and a quality control review guide. Those guides, which have
been updated for the Single Audit Act Amendments of 1996 and the
June 1997 revision to Circular A-133, are available at the Inspectors
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General Web site (www.ignet.gov/pande/audit/mains.html) in the
Single Audit Library.
This Audit Risk Alert replaces Single Audits—2002, Audits of Organizations Receiving Federal Awards: Single Audits Performed in
Accordance With Office of Management and Budget Circular A-133.
The Single Audits Audit Risk Alert is published annually. As you
encounter audit and industry issues that you believe warrant discussion in next year’s Alert, please feel free to share them with us.
Any other comments that you have about the Audit Risk Alert
would also be greatly appreciated. You may e-mail these comments to mfoelster@aicpa.org or write to:
Mary McKnight Foelster
AICPA
Professional Standards and Services
1455 Pennsylvania Avenue, NW
Washington, DC 20004-1081
We also suggest that you review the AICPA Audit Risk Alert,
which is a general update on economic, auditing, accounting,
and other professional developments, and the Audit Risk Alerts
State and Local Governmental Developments and Not-for-Profit Organizations, which discuss industry-specific financial statement
audit considerations. Although not specifically geared toward single audits, these publications might be relevant and valuable to
consider in your single audit engagements.
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APPENDIX A

Overview of Key Components of a Single Audit
Each year, the federal government awards billions of dollars to
state and local governments and not-for-profit organizations
(NPOs). Last year alone, the federal government issued approximately $400 billion in awards to these entities. These awards include grants, loans, loan guarantees, property, cooperative
agreements, interest subsidies, insurance, food commodities, and
direct appropriations and federal cost reimbursements. Entities
that receive federal funds are subject to audit requirements that
are commonly referred to as single audits.
Among other things, the Single Audit Act Amendments of 1996 (the
Single Audit Act) (Public Law [P.L.]104-156) is intended to promote
sound financial management, including effective internal control, with
respect to federal awards administered by state and local governments
and NPOs. Each year, over 35,000 single audits are performed.
Under Office of Management and Budget (OMB) Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations
(Circular A-133), those governments or organizations that expend
$300,000 or more in federal awards during the fiscal year must do
the following (see the section of this Alert titled “OMB Raises Single Audit Threshold and Revises Other Sections of Circular A-133”
for a discussion of recent revisions to the $300,000 threshold):
1. Maintain internal control for federal programs.
2. Comply with the laws, regulations, and the provisions of
contracts or grant agreements.
3. Prepare appropriate financial statements, including the
schedule of expenditures of federal awards (SEFA).
4. Ensure that the required single audits are properly performed and submitted when due.
5. Follow up and take corrective actions on audit findings.
47

ARA--Single Audits.qxd

8/11/2003

10:22 AM

Page 48

Single Audit Objectives
Under Circular A-133, the auditor has additional testing and
reporting responsibilities for compliance, as well as internal control over compliance, beyond a financial statement audit performed in accordance with Government Auditing Standards and
generally accepted auditing standards (GAAS). A single audit has
two main objectives:
1. An audit of the entity’s financial statements and the reporting on the SEFA in relation to those financial statements
2. A compliance audit of federal awards expended during the
fiscal year (This compliance audit provides a basis for issuing an additional report on compliance related to major
programs and on internal control over compliance.)
With regard to compliance, the auditor is required to determine
whether the entity complied with laws, regulations, and the provisions of contracts or grant agreements pertaining to federal
awards that have a direct and material effect on each major program. The auditor is required to express an opinion on whether
the entity complied with laws, regulations, and the provisions of
contracts or grant agreements that could have a direct and material effect on each major program. Where applicable, the auditor is
also required to refer to a separate schedule of findings and questioned costs.
With regard to internal control over compliance, the auditor is
required to do the following, in addition to the requirements of
Government Auditing Standards:
• Perform procedures to obtain an understanding of internal
control over federal programs that is sufficient to plan the
audit to support a low assessed level of control risk for
major programs.
• Plan the testing of internal control over major programs to
support a low assessed level of control risk for the assertions relevant to the compliance requirements for each
major program.
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• Perform tests of internal control (unless the internal control is likely to be ineffective in preventing or detecting
noncompliance).
A written report on internal control over major programs is required describing the scope of testing of internal control and the
results of the tests, and, where applicable, referring to a separate
schedule of findings and questioned costs.

Single Audit Guidance
The primary sources of AICPA audit standards and guidance regarding single audits are Statement on Auditing Standards (SAS)
No. 74, Compliance Auditing Considerations in Audits of Governmental Entities and Recipients of Governmental Financial Assistance
(AICPA, Professional Standards, vol. 1, AU sec. 801), and the
AICPA Audit Guide Audits of States, Local Governments, and Notfor-Profit Organizations Receiving Federal Awards (the Single
Audit Guide). The Single Audit Guide provides guidance on the
auditor’s responsibilities when conducting a single audit or program-specific audit in accordance with the Single Audit Act and
Circular A-133.
Circular A-133 provides for the issuance of a compliance supplement to assist auditors in planning and performing the required
audits. The OMB Circular A-133 Compliance Supplement (the
Supplement) identifies important compliance requirements that
the federal government expects to be considered as part of an
audit in accordance with the Single Audit Act and Circular A-133.
Use of the Supplement is mandatory.
The Supplement is updated annually and contains specific audit
guidance relating to individual federal programs. The Supplement provides a source of information for auditors to understand
federal program objectives, procedures, and compliance requirements, as well as audit objectives and suggested audit procedures
for determining compliance with these requirements. See the discussion of the 2003 Supplement in the section of this Alert titled
“Circular A-133 Audit Guidance Update.”
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Federal Audit Clearinghouse: Role and Responsibilities
The Federal Audit Clearinghouse (FAC), the organization the
OMB designated to receive single audit reports from federal
award recipients, received about 38,200 single audit reports with
a fiscal year end date in 2001. About 7,200, or approximately 19
percent, of these reports contained audit findings.
The FAC processes incoming reporting packages and related data
collection forms, maintains a government-wide database of audits, distributes reports with audit findings to individual federal
agencies for audit resolution, and maintains an archival copy of
all reports. The FAC provides an efficient and effective method of
(1) processing, distributing, and archiving single audit reports;
(2) monitoring recipients’ compliance with requirements to submit reports required by the Single Audit Act; and (3) capturing
summary information on audit results.
Help Desk—The FAC database of all complete data collection
form information is accessible to federal agency users and the public through the FAC Web site at http://harvester.census.gov/sac.

Audit Quality Monitoring by Cognizant Agencies
Circular A-133 requires that cognizant agencies for audit (meaning those agencies with specific single audit oversight responsibilities for recipients expending more than $25 million annually in
federal awards) conduct or obtain quality control reviews of selected single audits (see the section of this Alert titled “OMB
Raises Single Audit Threshold and Revises Other Sections of Circular A-133” for a discussion of recent revisions to the $25 million threshold). These efforts include desk reviews and quality
control reviews (QCRs). Federal OIGs require corrective action
on audit reports that are technically deficient or substandard. For
audits that are substandard, the OIGs generally refer auditors
who are CPAs to state licensing officials and, if they are members,
to the AICPA for disciplinary action.
Desk reviews. All single audit reporting packages undergo an initial screening to determine whether they are complete when sub50
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mitted to the FAC in Jeffersonville, IN. Some federal Offices of
Inspectors General (OIGs) or another office within the agency
perform a desk review when the reporting package arrives at the
federal agency. The President’s Council on Integrity and Efficiency (PCIE) has issued a desk review guide and checklist, titled
Uniform Guide for Initial Review of A-133 Audit Reports, for use
by OIGs when performing desk reviews.
Quality control reviews. QCRs are more detailed than desk reviews
and typically involve the OIG examining the auditor’s work. The
objectives of a QCR of a single audit are to (1) ensure that the
audit was conducted in accordance with applicable standards and
that it meets the single audit requirements, (2) identify any follow-up audit work needed, and (3) identify issues that may require management attention. QCRs are performed using the
PCIE Uniform Quality Control Review Guide.
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APPENDIX B

Common Engagement Deficiencies Noted in
Peer Reviews, Ethics Investigations, and
Federal OIG Quality Control Reviews
As noted earlier in this Alert, both the AICPA peer review and
disciplinary processes continue to indicate that there are problems in the single audits they are reviewing. Federal Offices of Inspectors General (OIGs) have also found problems based on their
quality control reviews of single audit work that are consistent
with those found by the AICPA. The following discussion describes the most common deficiencies being found. You should
consider reviewing your firm’s policies and procedures to see
whether your single audits also might have these kinds of issues.
• Failure to audit as major programs type A programs not qualifying as low risk. Circular A-133 requires a type A program
to be audited as a major program unless it qualifies as a
low-risk program. For a program to be considered low risk,
it must, among other criteria, have been audited as a major
program in at least one of the two most recent audit periods. Auditors have made errors in applying this criterion.
No auditor judgment is permitted in evaluating this historical two-year look-back criterion, and the reason a type
A program was not audited in the prior two audit periods
is irrelevant. Errors often occurred when a type A program
was not audited in the first year it became a type A program (for example, a new program or a program that had
previously been type B).
• Failure to audit type A programs as major because of errors
made in determining the type A/type B program dollar threshold.
Circular A-133 includes criteria for determining the dollar
threshold for type A programs. Any program that does not
meet those criteria is considered a type B program. No
rounding is permitted for that threshold. Some auditors
52
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made mathematical computation errors in determining the
threshold and some erroneously based calculations on interim rather than final federal awards expended amounts.
You should note that federal awards expended for purposes
of determining type A and type B programs are the
amount of cash and noncash awards, after all adjustments
are made, in the final current-year schedule of expenditures of federal awards (SEFA), including the notes
thereto. An auditor who uses the prior-year schedule or
preliminary current-year estimates to plan the audit should
recalculate the threshold for type A programs based on the
final amounts to ensure that federal awards are properly
classified as type A or B.
• Failure to audit all programs included in a cluster of programs. Clusters are defined in Part 5 of the Supplement
and should be considered as one program in determining
major programs. Auditors made errors in identifying programs as part of a program cluster.
• Failure to meet the percentage-of-coverage requirement in Circular A-133, section 520(f ). The percentage-of-coverage requirement is applied as the last step in the risk-based
approach and must always be met. At least one program
must always be audited as a major program. In some cases,
there were errors in the reviewed audits’ compliance with
the percentage-of-coverage requirement.
• Inadequate or outdated reference material. The auditor used
inadequate or outdated reference material related to the
engagement performed. Be sure to be familiar with new
Statements on Auditing Standards (SASs) and accounting
standards that are issued. Further, you should ensure that
you are using the most up-to-date versions of the Supplement, Yellow Book, and the Single Audit Guide.
• Documentation problems noted in various areas. Internal
control and compliance tests were not always adequately
documented to support the reports issued. In some cases
the auditor did not document that an auditee was consid53
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ered a low-risk auditee (to support the reduced testing that
was performed). Further, in a few other cases items such as
the subsequent events review and litigation follow-up were
not documented. SAS No. 96, Audit Documentation, provides guidance on the content, retention, and confidentiality of audit documentation as required by generally
accepted auditing standards (GAAS). Among other things,
SAS No. 96, Audit Documentation (AICPA, Professional
Standards, vol. 1, AU sec. 339), requires audit documentation to be sufficient to enable members of the engagement
team with supervision and review responsibilities to understand the nature, timing, extent, and results of auditing
procedures performed, and the evidence obtained. Government Auditing Standards includes an additional standard
that requires audit documentation to contain sufficient information to enable an experienced auditor having no previous connection with the audit to ascertain the evidence
that supports the auditor’s significant conclusions and
judgments. You should keep these SAS No. 96 and Government Auditing Standards requirements in mind when
you are preparing your audit documentation. It is possible
that problems with audit documentation could be the root
of many of the other problems discussed in this section.
• Problems with the GAAS audit of the financial statements.
Generally accepted accounting principles (GAAP) requirements for the classification, accounting, and reporting for
particular funds and for disclosures were not followed in all
cases. Further, the auditor’s report was not always qualified
for GAAP departures. While Circular A-133 does not require the financial statements to be prepared in conformity
with GAAP, if the entity has chosen to follow GAAP, the financial statements should include all appropriate requirements. Further, the auditor’s report should be
appropriately modified for any GAAP departures.
• Engagement letter deficiencies. The engagement letter did
not include proper references to Circular A-133 requirements or record retention policies, or include a copy of the
54

ARA--Single Audits.qxd

8/11/2003

10:22 AM

Page 55

latest peer review report. Refer to SAS No. 83, Establishing
an Understanding With the Client, as amended by SAS No.
89, Audit Adjustments (AICPA, Professional Standards, vol.
1, AU sec. 310.06-.07), for a listing of the matters that
should generally be included when the auditor establishes
an understanding with the auditee. The Single Audit
Guide also includes additional matters that the auditor
might want to consider in the communication when engaged to perform a single audit.
• Inadequate Government Auditing Standards reporting. The
required Government Auditing Standards reporting for internal control or compliance were not prepared or were not
referred to in the report on the financial statements. Remember to prepare a Yellow Book report when the audit is
required to be performed in accordance with Government
Auditing Standards (either by law, regulation, or contract).
Remember, also, that there is a required linkage paragraph
required in the report on the financial statements that informs the reader that the Yellow Book report has been issued and that it is an integral part of the audit and should
be read in conjunction with the financial statement report.
The Single Audit Guide includes illustrative Yellow Book
reporting with recommended AICPA wording.
• Inadequate Circular A-133 reporting. The appropriate Circular A-133 reporting was not included in some cases. In
others, the appropriate report wording was not used. You
are required to issue a Circular A-133 report in every single
audit. The Single Audit Guide includes illustrative Circular A-133 reporting with recommended AICPA wording.
• Inappropriate compliance opinion. Sometimes the Circular
A-133 report was not modified when it appeared that it
should be. In other words, an unqualified opinion was provided when there were material instances of noncompliance.
When the audit of an auditee’s compliance with requirements applicable to a major program detects material instances of noncompliance with those requirements, you
should express a qualified or adverse opinion. You should
55
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also consider whether the noncompliance is the result of a
related reportable condition or material weakness and, if so,
report it in the Circular A-133 report. Chapters 6 and 10 of
the Single Audit Guide discuss compliance auditing requirements and auditor reporting. Further, Chapter 3 of the Single Audit Guide discusses materiality differences between
the single audit and the financial statement audit.
• Problems with compliance and internal control work. In
some cases, the required compliance testing was not performed, sometimes because the auditor did not follow the
guidance in Part 7 of the Supplement for identifying the
applicable compliance requirements to test and report on.
In other cases, internal control and compliance tests were
not adequately designed or documented to support the reports issued. In performing compliance tests, be sure that
you have identified which of the applicable compliance requirements may have a direct and material effect on each
major program. It is imperative that you use the most recent version of the Supplement to make this identification.
If the program you are auditing is not included in the Supplement, you should follow the guidance in Part 7 of the
Supplement for identifying the applicable compliance requirements. Further, in performing compliance tests, be
sure to consider relevant portions of the entity’s internal
control over compliance. Remember that you must test
controls (to support a low assessed level of control risk for
the assertions relevant to the compliance requirements for
each major program) unless they are likely to be ineffective
in preventing or detecting noncompliance. Consult the
Single Audit Guide, Chapters 6 and 8, for detailed guidance on both compliance and internal control testing.
• Audit findings and supporting documentation lacking. Audit
findings reported by auditors in the schedule of findings
and questioned costs have been found to be lacking required information. Further, in some cases federal agencies
have reviewed audit documentation supporting audit findings for purposes of assisting them in seeking recovery of
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questioned costs. In performing those reviews, they have
found that the audit documentation lacked information on
the specific items tested and the transactions for which exceptions were found. Circular A-133 requires that audit
findings should be presented in sufficient detail for the auditee to prepare a corrective action plan and take corrective
action and for federal agencies and pass-through entities to
arrive at a management decision. You should refer to Chapter 10 of the Single Audit Guide for a discussion of the specific requirements of Circular A-133 as it relates to audit
findings. Further, you should ensure that your audit documentation clearly identifies the work performed and conclusions reached. Remember that SAS No. 96 requires that
audit documentation related to tests of operating effectiveness of controls and substantive tests of details that involve
inspection of documents or confirmation include an identification of the items tested. See the bullet above that covers
single audit documentation problems in general.
• Inadequate management representation letter. The management representation letter did not follow the requirements
of SAS No. 85, Management Representations (AICPA, Professional Standards, vol. 1, AU sec. 333), as amended, or
include the additional representations required by the Single
Audit Guide for a Circular A-133 audit. Refer to both
SAS No. 85 and the Single Audit Guide to ensure all required components of the management representation letter
are included.
• Issues with the schedule of expenditures of federal awards. In
some instances, the SEFA was not presented or reported
upon. In others, the schedule was presented but it did not
accurately reflect the federal expenditures of the auditee
and the auditor’s reporting on the schedule was not modified. Circular A-133 requires the auditor to determine
whether the SEFA is presented fairly in all material respects
in relation to the auditee’s financial statements taken as a
whole. The schedule, prepared by the auditee, reports the
total expenditures for each federal program. Refer to
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Chapters 5 and 10 of the Single Audit Guide, which cover
the identification of federal awards, the general presentation requirements governing the schedule, pass-through
awards, noncash awards, endowment funds, and the auditor’s reporting on the schedule.
• Noncompliance with Yellow Book continuing professional education (CPE) requirements. Under the Yellow Book, certain auditors must complete 80 hours of CPE every two
years, with at least 24 of those hours in subjects directly related to the government environment and to government
auditing. If the audited entity operates in a specific or
unique environment, auditors should receive training related to that environment. Also, the GAO has issued an Interpretation of Continuing Education and Training
Requirements—Government Auditing Standards that is
helpful in understanding the specific CPE requirements
for auditors working on audits performed in accordance
with Government Auditing Standards. (See the discussion in
the section of this alert titled “Government Auditing Standards Developments” for upcoming changes to the CPE
requirements of the Yellow Book.)
• Concurring review process failed. In several of the cases, engagements that were reviewed before completion by a concurring reviewer had a multitude of problems. If your firm
uses concurring reviewers as part of your quality control
system, you should consider ensuring that the reviewer has
knowledge of Government Auditing Standards and Circular
A-133 requirements.
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